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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, in a Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 
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CONSUMER ELECTRONICS 


1. Structure and Performance 


Structure 

Consumer electronics include television sets, radios, domestic sound 
reproduction equipment, audio and video recorders and automobile stereo 
equipment. Not included are the newly emerging home satellite TV receivers. 
The Canadian industry supplies only certain product niches for the consumer 
electronics market. There are five TV assemblers (one of which manufactures 
colour TV picture tubes), one car radio manufacturer and a few smaller 
producers of stereo equipment and loudspeaker systems. This profile's 

main focus is the television receiver sub-sector as it dominates the Canadian 
electronics industry. Not included are wholesalers, distributors or sales and 
retail outlets. 

In 1986, industry shipments accounted for $600 million, with Canadian 
production supplying almost 20 percent of domestic demand. Exports were 
valued at $192 million and were destined almost exclusively for the U.S. 
market. Imports supplied 80 percent of the domestic market and were 
valued at $1707 million. Japan, the United States and, to a lesser extent, the 
Republic of Korea and Taiwan, were the principal sources of imports. In 1986, 
total employment in the industry was 3000. Approximately 17 companies are 
currently active in this industry. 

The industry is predominately foreign owned. Little research and 
development (R&D) is carried out in Canada by the major suppliers and 
there is only a limited production engineering capability. All major Canadian 
plants are located in Quebec and Ontario, which account for 99 percent of 
total shipments. 

TV assemblers, accounting for more than 55 percent of shipments, 
are branch plants that carry out final assembly of parts kits largely for the 
domestic market. The Canadian industry has concentrated its production on 
larger colour TV sets (50.8 cm and 66 cm or 20 in. and 26 in.) which account 
for 90 percent of total TV shipments. Black and white sets are no longer 
produced in Canada — they are imported primarily from the Republic of 
Korea. Canada also has one picture tube facility — Mitsubishi Electronics 
Industries Canada Inc. of Midland, Ontario, which supplies the Canadian 
and U.S. markets. 

TV assembly plants employ approximately 1300 workers with a further 
700 persons employed by their principal suppliers — cabinet and cabinet 
parts assemblers. 

The only car-radio operation in Canada is a U.S. subsidiary, Ford 
Electronics Manufacturing Corporation, which produces radios for other 
Ford divisions, mainly in the United States. Employing approximately 
1000 workers, Ford Electronics operates under the conditional duty-free 
provisions of the Canada-U.S. Automotive Products Trade Agreement 
(Auto Pact) implemented in 1965. The company serves a rationalized 
North American automotive market and has the advantage of a captive 
market in the North American Ford divisions. 

The stereo and loudspeaker components manufacturers employ 
approximately 700 workers. Their plants are small and serve mainly the 
domestic market. Although primarily foreign owned, this sub-sector also 
includes a few well-established Canadian manufacturers. 
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*ISTC estimate 


The structure of the Canadian industry is 
best understood within the context of the ongoing 
reorganization of the global consumer electronics 
industry and the internationalization of world markets 
and production systems. The last decade has 
witnessed two significant trends. The first trend is 
in the consumer electronics markets in developed 
countries. Fierce competition for market share and 
leadership has resulted in the rapid growth (and 
decline) of particular product groups. The industry is 
characterized by a constant search for new products 
as the market for "standard" products becomes 
saturated. A dramatic innovation in recent years 
is the video cassette recorder (VCR). The second 
significant trend is the ascendancy of Japanese 
firms in every major market. Japanese products 
are recognized to be superior in both technology 
and quality, and are rapidly becoming the defacto 
standard for the industry worldwide. 

To maintain their leadership position, the 
Japanese are following certain strategies, one of 
which Is to invest substantial R&D funds in new 
product development. These high-technology 
products are principally produced in Japan. 
Manufacturing of older technology (i.e., standard 
products such as radios and tape players) is being 
transferred to other Asian countries with lower 
labour costs — the Republic of Korea and Taiwan 
for example. 


All the dominant consumer electronics firms 
exhibit a high degree of vertical integration and an 
ongoing capital commitment to engineering and 
production automation. The result is that the major 
plants, primarily located in Asia, are highly efficient, 
world-scale operations which can achieve low-cost 
production unmatched elsewhere. Among newly 
industrialized countries, the Republic of Korea is 
becoming a significant player in the worldwide 
consumer electronics industry as a supplier of 
older technology, portable TV sets, which are sold 
as commodity items. The South Koreans have 
gained sufficient market share to take advantage 
of economies of scale. 

The competition from Japan and low-cost 
production centres has resulted in a reorganization 
and realignment of the consumer electronics industry 
in other developed countries. The North American 
industry, in particular, has undergone a shake-up. 
Zenith is the only remaining U.S. manufacturer. In- 
Europe, production has rationalized around a small 
group of independent companies which are 
increasingly adopting international, outward-looking 
strategies in order to survive. The adjustment 
problems caused by the emergence of Japan and 
other Asian countries have resulted in protectionist 
measures by governments of some developed 
countries. Another result is "defensive" investments 
by the Japanese (and more recently the Koreans) 
in importing countries to ensure continued 
market access. 

The United States is the world's most lucrative 
market for consumer electronics and has also 
emerged as a major foreign production site for Asian 
producers. These branch plants carry out the final 
assembly of parts kits supplied by the parent. 
Because they are not vertically integrated, these 
plants are generally less efficient than the parent 
plants. The Canadian TV assembly plants are 
typical — they are domestically oriented and currently 
only a small portion of their production reaches the 
export market. However, the Ford Electronics car- 
radio plant and the Mitsubishi picture-tube plant are 
exceptions. They are highly automated and oriented 
towards the larger North American market. 

From a general perspective, the North American 
industry, whether located in the United States or in 
Canada, faces severe competition from Japan, the 
Republic of Korea, Taiwan, Malaysia, Mexico and 
Brazil. Within the North American context, the 
principal competitors of Canadian plants are sister 
facilities in the United States. 


Performance 

In the last 15 years the Canadian consumer 
electronics industry has been shrinking. Import 
penetration has increased and employment has 
dropped from more than 7500 in 1971 to an 
estimated 3000 in 1988. 
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In particular, the TV assembly industry in Canada 
has undergone a fair amount of restructuring and 
consolidation during this period. Import penetration 
from Asia as well as from the United States has 
left TV assemblers operating well below capacity 
(around 50 percent). In 1984, the industry shipped 
approximately 700 000 sets (about 50 percent of the 
domestic market), with 10 percent of total production 
exported to the United States. The relatively large 
share of the domestic market held by domestic 
shipments, however, disguises the real level of 
import penetration in parts and components in 
the TV assembly sub-sector. 

In contrast to the domestically oriented TV 
assembly facilities, the Mitsubishi picture-tube 
plant is where substantial capital investments have 
been made. At full capacity the plant can supply 
approximately 10 percent of the North American 
market. These picture tubes have made substantial 
inroads on the U.S. market, overcoming a U.S. tariff 
of 15 percent. 

Ford Electronics, the single Canadian 
manufacturer of car radios, has also performed 
strongly in both shipments and exports. The 
Canadian plant has benefited from significant 
investments in the latest manufacturing equipment. 

Canadian loudspeaker manufacturers have 
steadily increased their market share through reliable 
engineering, good marketing and competitive pricing. 
Estimates indicate that at least 50 percent of the 
speakers sold in Canada are made by Canadian 
producers, either under foreign brand names or 
as part of the growing number of Canadian 
brand names. 

The consumer electronics industry in Canada 
has been profitable throughout the 1980s. 


2. Strengths and Weaknesses 


Structural Factors 

At the upper end of the international consumer 
electronics market, product design and quality are 
sources of comparative advantage. Brand loyalty is 
also a factor which may allow well-known companies 
to charge a premium for their products. Across the 
market spectrum, but particularly at the "commodity" 
end of the market, low production costs are critical to 
international competitiveness. Economies of scale, 
product and manufacturing technologies, and labour 
cost advantages separate the winners from the 
losers. To a certain extent, labour cost advantages 
can be offset by process technology and automation, 
particularly for the more sophisticated products. 

Canada has essentially no indigenous consumer 
electronics industry. With the exception of some 
parts of the loudspeaker sub-sector, all other 
Canadian production is composed of foreign-owned 
assembly plants which import a major portion of their 
parts and components. 


CONSUMER ELECTRONICS 


3 INDUSTRY PROFILE 


Shipments Employment 
($ millions) (persons) 
700 Sr ern 3200 
600 3000 
500 2800 
400 2600 


1982 1983 1984 1985 1986* 
Shipments 


Employment —— — — — 


Total Shipments and Employment 
* ISTC estimate 


In the TV sub-sector, Canadian plants are semi- 
automated and domestically oriented. They cannot 
compete on an equal footing with plants in the Far 
East. Within the North American context, they suffer 
from having to serve a far smaller Canadian market, 
compared to the U.S. market. In the production of 
TV consoles, Canadian companies have a small 
advantage because of the product's bulkiness, 
which gives local suppliers an advantage in regional 
markets. Whereas Canadian content for most colour 
television sets is very low, the bigger TV consoles 
have a Canadian content in excess of 50 percent. 

The two larger Canadian plants, Ford Electronics 
and Mitsubishi (picture tubes), have invested in 
automation and production technology geared to 
the whole North American market, so that they are 
competitive compared to similar facilities in the 
United States. 

In the loudspeaker sub-sector of the industry, 
Canadian firms have strong R&D and engineering 
capabilities. In addition, because the product's 
bulkiness gives an advantage to local production, this 
area is one niche of the consumer electronics market 
in which Japanese and other Asian producers are not 
particularly strong. 


Trade-related Factors 

The only market relevant to Canadian producers 
is North America. The European Community (E.C.) 
has taken a number of measures to protect domestic 
suppliers against imports. These include the 
establishment of unique national standards which 
incorporate patents held by local suppliers, and the 
introduction of import quotas. 
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Canadian tariffs on consumer electronics are: 
loudspeakers and amplifiers, 9.8 percent; turntables, 
free to 5.5 percent (depending on changing 
mechanism); video recording or reproduction 
apparatus, 9.5 percent; radios, free; colour home 
television sets from 7.5 percent to 8.2 percent 
(depending on tube size); black and white home 
television sets, free; and color TV tubes, 9.3 percent. 
Parts kits imported by Canadian TV assembly plants 
enter duty-free. 

The United States has the following tariff 
structure: loudspeakers and amplifiers, 4.9 percent; 
turntables, free to 3.9 percent (depending on 
changing mechanism); video recording or 
reproduction apparatus, 3.9 percent; domestic 
television sets (colour), five percent; domestic 
television sets (B&VV), five percent; and colour 
TV tubes, 15 percent. 

Under the Canada-U.S. Free Trade Agreement 
(FTA), tariffs on consumer electronics products 
will be phased out over a 10-year period beginning 
January 1, 1989. In addition, new rules of origin 
will be introduced — requiring that 50 percent of the 
total, direct manufacturing costs be incurred in North 
America (Canada and/or the United States). Vehicles 
and parts must meet this new 50-percent North 
American rule of origin which is higher than the 
current Canada-U.S. Auto Pact requirements. 


Technological Factors 

With the exception of the loudspeaker sub- 
sector, there is little R&D or product engineering in 
the Canadian consumer electronics industry. In this 
respect, Canadian and U.S. TV assemblers (with the 
exception of Zenith) are similar. Prior to 1980, the 
consumer electronics industry in North America 
(primarily colour TV set production) was sustained 
by the use of patent protection based on unique 
broadcast standards. By 1980, most of the existing 
patents had expired, the colour TV market was 
saturated and the standards for new products, 
representing future sales, were based on products 
developed in Japan. This situation caused a major 
change in the industry for all firms, since many 
no longer had access to the new manufacturing 
technologies developed by the Japanese. Asa 
result, those which could not compete have ceased 
production. In Canada, therefore, producers rely 
totally on foreign design and production technology. 

Canadian TV assemblers produce on such a 
small scale that automated techniques are not as 
appropriate as in larger facilities in the United States 
and the Far East. Where production is geared to the 
whole North American market (car radios and picture 
tubes), plants are automated and compare favourably 
with U.S. facilities. 
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In the loudspeaker sub-sector, Canadian 
companies have developed solid engineering and 
R&D capabilities. They are supported by the National 
Research Council's (NRC) test facilities in designing 
new speakers and upgrading existing designs. 


3. Evolving Environment 


The consumer electronics market as a whole is 
expected to continue to grow moderately. There is 
real potential, however, for rapid development and 
introduction of new mass-market products which will 
penetrate a high number of households. Products 
expected to dominate the market in the 1990s can 
already be identified — "intelligent" VCRs, compact- 
disc players, audio-fidelity tape recorders, stereo TVs, 
large-screen and high-definition TVs, and compact 
camera recorders. The Japanese are expected to 
continue their dominance of the world marketplace. 
European firms, however, are also in the race 
to develop next generation TV sets. Within this 
environment, there is also potential for low-cost 
suppliers. The Republic of Korea has been 
successful in the TV market and has now entered 
the video recorder market. China is beginning to 
develop its TV industry. 

Within North America, it is expected that some 
production will remain in the United States and 
Canada. The U.S. market is the single, most lucrative 
market for consumer electronics, and major suppliers 
will continue to invest in facilities there. Canada, 
although an attractive and substantial market, will 
have to compete with the United States for foreign 
investment. It is possible that further Japanese and 
Korean firms will invest here. Other possibilities 
include joint-venture production in Canada with 
foreign, primarily Asian, partners. 

The United States will be changing its trade 
regime. Effective January 1989, the duty-free 
status that the Republic of Korea, Taiwan, Hong 
Kong and Singapore have enjoyed under the 
Generalized System of Preferences (GSP) will 
be withdrawn. This means that these four Asian 
countries will be elevated to the ranks of developed 
countries and their consumer electronics products 
will enter the United States at the same tariff rates 
as similar products from Japan and the Federal 
Republic of Germany. 
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The changes under the FTA, coupled with the 
above changes in the GSP in the United States, are 
expected to have a positive impact on the Canadian 
consumer electronics industry. The elimination of 
the 15 percent American tariff on colour TV tubes 
will assist Mitsubishi exports to the United States. 
The company has already made inroads on the U.S. 
market despite this tariff. Ford Electronics may 
benefit from the new rules of origin under the FTA, 
which are higher than the current Canada-U.S. Auto 
Pact requirements. These rules should result in 
increased procurement of auto parts in North 
America by both North American manufacturers and 
Asian manufacturers based in the United States and 
Canada. In the loudspeaker sub-sector, Canadian 
manufacturers have not been export oriented. 
However, the current development of technologically 
sophisticated products may mean that these 
companies will seek new markets in the United 
States. The removal of the U.S. tariff can be 
expected to encourage this process. For TV 
assembly plants, the FTA is expected to have 
a neutral impact. 


4. Competitiveness 
Assessment 


Asian suppliers have significant cost and 
technological advantages (both in manufacturing 
and products) over North American and European 
manufacturers. With no protectionist measures 
in non-Asian developed countries and defensive 
investments on the part of Asian firms, the majority 
of the industry would be located in the Far East. 
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The Canadian TV assembly industry is composed 
of Asian-owned facilities which produce mainly for 
the Canadian market and are smaller and less 
efficient than the parents’ Asian operations. 
Consumer electronic imports from Japan, the 
Republic of Korea, Taiwan, Hong Kong and Singapore 
have increased dramatically in recent years. This 
trend is expected to continue. The largest plants 
in the Canadian consumer electronics industry are 
comparable to facilities in the United States and are 
competitive within North America. Canadian 
manufacturers are strong in the small-volume 
loudspeaker sub-sector, where they are developing 
technologically superior products. 

The overall impact of the FTA on the industry 
is expected to be positive. The tariff removal should 
particularly benefit the Canadian car-radio and picture- 
tube facilities. Canadian loudspeaker manufacturers 
should also benefit over the longer term. 


For further information concerning the subject 
matter contained in this profile, contact: 


Information Technologies Industry Branch 
Industry, Science and Technology Canada 
Attention: Consumer Electronics 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 952-8417 
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SiC(s) COVERED: 3341 (1980) 


1982 1983 1984 1985 1986 


Establishments 16 16 16 iW, 17€ 
Employment = 2906 2749 2676 3008 3000¢ 
Shipments ($ millions) 391 417 439 604 600° 
Gross domestic product fe 

(constant 1981 $ millions) 118 | 1565 | 2002 2320 amet 
Investment ($ millions) . 11.5 eS ee 


Profits after tax ($ millions) 


Domestic Exports ($ millions) 120 149 178 iy, 1z 
Re-exports ($ millions) ii 6 Ui 7 8 
Total exports ($ millions) 127 S55 185 206 200 
Domestic shipments ($ millions) ILI | 268 261 405 408° 
Imports ($ millions) | Manas Sse ky, 
Canadian market ($ millions) 1146 1 438 1 909 1 961 Pe hOVS 
Exports as % of shipments S10), Sow, 40.5 33.0 62.0 
Imports as % of domestic market 77.0 81.4 86.4 79.4 80.7 
Source of imports Republic ; Other 
(% of total value) ULS:. Japan of Korea Taiwan Asia Others 
1982 29 45 7 r/ 6 6 
1983 23 50 8 5 6 8 
1984 23 50 ce) 5 6 7 
1985 26 46 8 6 5 9g 
1986 28 43 9 vi 4 9 
Destination of exports UNS, U.K. Other Europe Others 
(% of total value) 
1982 74 20 4 2 
1983 90 8 1 1 
1984 97 — 1 2 
1985 96 _ 2 2 
1986 96 _ 4 os 


(continued) 
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Atlantic Quebec Ontario Prairies BC 


Establishments — % of total 


35 65 == — 


Name Ownership Location of Major Plants 
Hitachi (HSC) Canada Ltd. Japanese Montréal, Quebec 
Matsushita Industrial Canada Ltd. Japanese Toronto, Ontario 
Thomson Consumer Electronics 

Canada Inc. American Prescott, Ontario 
Sanyo Canada Inc. Japanese Montréal, Quebec 
Mitsubishi Electronics 

Industries Canada Inc. Japanese Midland, Ontario 
Mitsubishi Electric Sales 

Canada Inc. Japanese Waterloo, Ontario 
Bose Canada Inc. American Ste-Marie, Quebec 
Audiosphere Audio Research 

Corp. Ltd. Canadian Toronto, Ontario 
Ford Electronics Manufacturing 

Corporation American Toronto, Ontario 
Apollo Electronics Limited. Canadian Toronto, Ontario 
Global Sound Systems Ltd. Canadian Toronto, Ontario 


e ISTC estimate 
N/A Not available 


Note: Statistics Canada data have been used in preparing this profile. 


Digitized by the Internet Archive 
in 2022 with funding trom 
University of Toronto 


https://archive.org/details/31/6111/646414 
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